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Survival Patterns

of the Postwar Business Population

THIE avticle presents for the frst tima comprehencive data
on the age distribution of the business population of the
Tnited Stntes and the survival experience to dote of buai-
neszes formed in the postwar poriod. These data provide
kasic background information useful not only for zansral
snalysis of the dynamics of our busincas economy but alag
of epeeinl interest to business and credit analyets concerned
with particular sectors of industry.

Summary of results

Threa-filths of the 4 million businezses which wera in
operntion in the past year hod heen newly established or
acquired by trapsfer since the end of World War JI. The
mading age of all operating businessca waa about 44 years—
thot is, half of the oporating businesses were cldar and half
younger than this ::ﬁe.

of the 5% million firms which were rewly sstablished
or aequired during the postwar period (1846-51) had been
acld or ]igli:ida.t.ed within about 2 yesrs, To put it snother
wioy, on the hasis of postwar experience thers wos nn sven
n:mm that & newiy ncquirﬂ ﬁclﬂn wuulddnl:'ustﬁ%] jmrshundar
the same menagement. anges dropped to about 1
out of 3 thot such a firm would live to the ape of 4, Lack
of profitehility, however, was by no means the ooly rensen
for the sale or liguidation of & business,

Among the younger firms, the longer n new concern
ondured, the greater was its life expestancy. At bivth (or
time of transfor), for exampla, the expectation that a firm
would survive its first yoar was about 2 out of 3 but by the
time & firm reached the age of § its chances of living to age 6
hod inerensed to nbout 7 out of R

Wholesale trade firms had the best survival record: nearly
four-fifths survived th= fimt full year of operntion under the
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same management, and 45 pereent survived 5 years, At
the other ead of the scale were firms clessified in retail trode
where less than 85 percent survived the firat year and only
ohe-filth rasched the nga of 5 years.

Small firms predominate in business population

Survey tesders ars familior with the broad pettern of
chenge in the business population since 1943, when business
birth, death and transfar dete firat became aveilable.
From the begioning of 1944 to the end of 1951, the terminal
date of tha present study, more than 7 million firma wera
newly established or acquired by transfer. About €& miltion
businesses ware sold or liguidated over the same period so
that there was a net inerenss of 1 million over the 3 million
Frms in existence ab the end of 1943,

[t will also be roamernbered that by far the largest part of
the bueinese population is composed of small concerns and
hence the grent postwar turn-over reflected the eniry and
exit of such businesses. Seventy-five percent of all oparat-
ing businesses hnd lesz than 4 employvoees in 1948, tha most
recent pericd for which size-of-firm information is nvailabla,
The concentration of business turn-over emong the small
companies ig even more striking: 86 percent of all new and
disconiinued businesses axd 83 percent of the buainesses
transferred in 1948 had fewsr than 4 omployses, A aub-
stantinl proporlion of these very small firms operated with
ne poid emp ugrae .

n this light, it is apporent that most of the findings of
the present study apply primaily to very amall concerns.

Nature of the doic

The estimntes of age distribution and life expectancy are
fitied into the framework of the regular Office of Business
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Economics series on the business population end further
extend the informntion on ican enterpries avaiabie
from this source.' The presant study is based im part on
statistics relating to the %ge of firms which are sold or liqui-
datad, supplisd by the Burean of Old Ags snd Survivors
Insurance of the Social Security Administration. In tchis
context, therefore, it is imimrhn.nt to nots that the “age” of
existing firms refers to the length of time o firm has opernted

Vital Statistics of the
Business Population

The median age attained by finns newly
established or acquired in 1844 is
roughly half that of firme in
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under s single ownership dated from the time the most
Tecent owner established or acquired the concern. As used
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newly established ond transferred firms.?
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illness or retivement of the owner, or because of salternelive
opportunities in another business as an entro ur 01 Wage
earner. In & study made in 1946, for exnmple, it was found
that only half of &ll liquidetions and about one-fourth of all
transfers werc mado erther b0 avoeid or to minimizae a loss?

Age Distribution and Survival Rates

The sge disiribution of firms in oporation oé tha end of
each yeor from 1944 through 1951 is presented in the columns
in the [aft section of tabla 1. Thus tha bottom of the 1451
column showa that there wera 4,014,000 firms in oparation gt
the end of 1951, Of thiz nuviber, 643,200 ware a.si%;lgid in
1851, 48¢ 700 in 1950 and so on back to 1944, fie-
Ell:imd in ull yeers prior to 1944 gre lumped together bocause

a basic mformation needed for a further breakdown is not
avnilable,

In order to clurify the derivation of thoeso age distributions,
atatistics nre presented in the right section in teble 1 on the
age of firme sold or liquidnted, At the bottom of the 1951
column, for exsmple, it can be seen that 793,000 fums were
sold or liquidated during 1961, of which 178,100 had been
aequired n 1851, 105,500 in 1950, ond so on. The total
number of newly acquired in the 194461 period or in
opeeation December 31, 1943 (the extrome left-hand column
in toble 1), reduced by the number of these firms which were
aold or liquidated each year, yields the estimaied age dis.
fributions of firma in operatian.

Tha distribution, of firme in existencs s shown on o
cumulative percentngs bnsis by the top line in the firat chort

far firms in opsration &t the end of 1851. H(I:'f pergent of
the firms were about 4% years or younger. ase Lo one-
third had been acquired or establishod befors 1944, while

ovar oone-fourth wers started affer 1048,

Survival patterns of new firms

The age distribution, in turn, reflects the number of new
business acquisiticns snd their survival experience. The
eurvivol paticrn for concarns aequired in 2 partieulsr year
{shawn for anch yanr in table 2) i8 obtained E}r relating the
Toble 2.=Surrival Folterna 19H=51: Fareont of All Mewly Acqulred
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ear
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nuember of firms remeining in operation at the end of sach
successive year to the tobel sequired in the yesr of erigin.
The 1944 poattern iz illustrated the bottom line in tha
firat chart, Thus, of the firm= that wore started in 1944
83 percont survived until the emd of 1044, 60 percent until
the end of 1945 and 5o on, 8o that by the end of 1961 only
21 perceni; of auch firmg wers still in existenes.

or the business population ns & whole, the survival
patiorn of newly ncquired businessce has boen remarkably

1, "Tmoinos Twrnowr and Cauees of Fabtues,* Bimrer, Apell 17,
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stable throughout the postwar period. This may be seen
by reading n.ﬁ:rrl any dingonal from lower left to upper right
in table 2, which gives the percentages of firms acquired in
each of the years shown which survived to any given year,
The top diagonal, which gives the percentages surviving to
an average age of 6 months, shows that regardless of year
of acquisition, survival rates varied within the relatively
narrow range of 78 to 83 percent, The third diagonal,
reflecting survival to at least Lhe age of 2%, shows a similarly
narrow range, from 40 pereent for the 1948 firms to 46
percent for the 1944 firms,

It 1s worth noting, however, that the firms acquired during
the war years of 1944 and 1945 fared somewhat better than
those acquired in later years. Both the number of firms in

seration and the number of new businesses were substan-
tially lower in 1944 than in suceeeding vears. To the extent
that numbers are an indication of the degree of competition
the concerns estoblished in the early yvears may well have
started in a more favorable environment,

Industry differences in survival rates

Coneiderable variation in survival patterns by industry is
revealed by table 3, which presents the median ages attained
by firms newly acquired in each year 194449 as well as the
proportions surviving 1 and 2 years. Complete survival
wmiterns are not shown by major industry divisions but may
L-i,‘ derived from the basic data Prmnnindyin table 8,

In each year shown, the median age attained was greatest
in wholesale trade and finance. Average ages considerably
higher than the all-industry figure were also reached by new
firms in transportation and construction. In each of these
4 industry divisions the highest median ages were attained
by firms acquired during 1944 and 1945, A slight downward

Table 3.—=Median Ages Attained by Firms, Newly Established
or Acguired, and Percent Surviving 1 and 2 Years hy Major
Industry Division and Year of Acquisition
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trend continued after 1946 in contract construction and
finance.

The median ages attained by newly acquired firms in the
remaining 4 industry divisions cluster within 6 months of
the all-industry average in each year. The over-all figure, of
course, is heavily influenced by the large proportion of retail
businesses. The greatest stal ilit-}r in median ages attained
gpr_iqg the whole 1944-50 period 15 found in the retail trade

IVIS1OTL.

Percent of tirms in operation surviving
AT LEAST ane odditional yeor ®

WNOLESALE TRADE h.\‘

' 1
u i
u 80 —1.;
s .
- - ALL INDUSTRIES i
’
\ AN FACTURING
5 m
K
il
'1_-.‘
- &0 1 i | i | i | i
) g [k .2 ! 4 ! 8

ASE OF FIAM- YEARS
® Bowsd upon averags experience, 1948 - 60

Another approach to industry differences in survival pat-
terns may be seen through the lower sections of table 3,
which present the proportions of all newly aequired firms sur-
viving to 1 and 2 years of age. Somewhat more than two-
thirds of all newly aequired firms survive their first year
of operation and about half survive for 2 years. Relativel
low proportions of mining, manufacturing and retail trade
firms and high proportions of firms in wholesale trade and
in finance attain these ages.

The above-noted differences among the industries persist
when the survival patterns for the entire span of ages avail-
able are considered, except for manufacturing.  Here newly
acquired firms survived slightly better than average duri
the first 2 years of operation but less well between 2 an
6 years.

Life expectancy by age of firm

Of particular interest are the changes which oceur in the
probability of survival as a firm grows older.
available for too short a period to allow setting up full life

Data are .
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expectoncy tables for the business population. Howewer
the proportions of firms surviving at least one additional
yeor of operation under the same m ent ore shown by
nga of firm up to $% years in tabls 4 and by seleeted indus

divisions in the chart. It should be emphasized that tehle
4 and this chut ars based upon the nverngs 104550 axperi-
ence and that deviations from the erslly high lavel of
gconomic activily and business population turnover which

Tahle 4—Percent of Firpes Lopaaining in Operatfon ot Loast Ooe
Addithonal Year by Age of Firm aod Industry Divislon
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prevailed during this period might, of course, affect to some
cxtent the proportions shown in the chart.

Tha chart illustrates how lifa axpectane
acquired firm improves with each yenr the firm remaing in
operation, B on tha avernga 194550 cxperinnes, and
without regard to sueh factops as the capiialization of the
business and the previous treining and crience of bhe
mnanagement, the choness are sbout 2 out of 5 that & newly
acquired firm will survive its full wear of aperation. By tha
time a firm hos lived a full year, bowever, the chance of
gurviving to age 2 hos inerensed to nearly 3 out of 4, and by
the tima o firm Los renchod the oge of 5% the chonce of ita
living another yeor has incrensed to almost 9 out of 10.

Inerensed life expecisncy as the firm ages is evident in
cach major industry division ot lenst up to the age of 53
years; howover, the improvement is much sherper than
averngs in the service indvatries end as seen in table 4, in
mining &nd quarrying. Althougl the initial life axpectancy
of servics firme is about avsrage, ot the ape of 5% yome firtns
in this proup have 4 life expmhmeg whith iz exceadod only
by that for firms in wholesnle trade and in transportetion
(not ehown in the chart). Moreover, the direction of this
curva for the service industries is still sharply upword ot
5% wears, while ihe data for the transpartation firms suggeat
gome leraling off at that point.

The improvemsnt in life expoetancy with incrensed e is
least for the finonce division. Although the preportion
surviving the first yenr for this industry is second only to
that for whoiesale trade, by the nge of 5 yanrs the life
sxpectancy of firma in this divisien is only slightly higher
than average.

The lowest life expeciancy oceurs in the eccse of newly
acouired retail trade firma; on the avernge, a retail firm
mugt attain an age of 3 years bafors it hos o lifa axpectancy
which is at Ienst ns prant 23 o newly nequired whelesols firm,

As was noted above, the survivel experience of all firms
acquired during 1944-45 was somewhnt bettor than thet of

of a newly
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firms acquired in later yeara, This pattarn was reflected in
practically all major industries es shown in table 3. From
1045 through 1949 thore was a rether steady downward
trend in survival pects for manufacturing concerns,
which in the early parvied had & {one or more yeor) survival
pattern approximating the sll-industry sverage. A marked
mprovement wag hotod in this industry in 1960 hringing
the first yenr survivers among newly acquired manufectur-
ing firme ngain in line with that for all firms,

or most of the other areas, survivnl sxperience after the
years of transition from war to peace showed no clear-cut
trends aither up or down. It is inbevesting to note, however,
tha almost uniferm rise in mortality rates for younger firms
in the mildly racessionary conditions of 1949. This is
reflected, for exnmpls, in the data for 1948 where the propor-
tions of new firms surviving nt lenst one year fell for exch of
the eight industries cov in the study,

Minor industry survival patterns

HNs& direct informntion on the survival experience of firms
is wvailable by minor industry groups. As is noted below,
howover, under conditions which maintain the business
population ob o constant age distribution ond level, the sur-
virel patiern can be directly computed from the ever-all
rabe ah which finns ere newly acquired or are sold or liqui-
dated, Thoess two redes are identical under these conditions.
Since major departures from stnhi]iﬁ: tend more or less to
affect all groups, it s quite likely that turnover rates ave
indicative at leaat of the relative position of the minor in-
dustries with respect to survival pattorne.

Table § presents nvernge furnover rates from 1949 Lo 19451
for the major indusfries and for minor groups in mnnufac-
uwing, retail tvade and serviees, Thesa mingr groups are
rnnkecl_{fn:!m lowest to highest turnover rates) within their
respectiva industries, Tho lnst column of the table is pre-
senbed prmmn%nbu show the cormrelntion of major group
*furnever” rankings with the rankings as messured by an-
other index of smrvival experience, the medinn age achieved
::g' new concerns in the 1945-50 poviod. As may bae sesn,

e relative positions of the industrics ara rather close under
the two methads. Henee it is helieved that the ranks of
the minor indusbiy groups—available only from twrnover
dala—may be taken ps fairly relinble indexes of rolative
survival rates.

Within the retail trade division, for axample, only tlree

of tho seven groups have discontinuonce plus transfer rates
in excess of that far all industries combined—#illing stations,
cating and drinking places, and the food and liquor group.
Thus it may be that thess divisons have life axpoctancies
lower than average and that the life expectancy of firms in
other lines of votnil trade is betber then avernge,
. Within manufacturing the better records wore achioved
in cfrmtmg and publishing and in the manuiactaro of paper
and products; stone, clay and tfla..w; and motals and matal
fabrication. It mey be noted that the relatively poor resord
for manufactoring as & whole is largely attributable to the
Jamber group in which the structure of the industry makea
for oxtromely high teroover rates.

Transfers versus new businesses

The relative importance of newly cetablished and of tronns-
ferred firms nmong all newly scquired businesses may also
bo zcon in table 5. In manufacturing, for example, nenrly
fwice a8 mony firma are newly esteblished as are nequired
by transfer.  In rotail trado, on the other hand, the opposite
sittabion provails, and it is more thon twice as likkely thaot a
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nawly acqoived business will be purchased or otherwise ac-
quired from other owners than that it will be an entirely
New COnCCITL.

The eniry rates or the dscontivunnca rates (ps opposed
to discontinwanee snd transfer rates combined) would
probably give a good indication of the relative position of
the industries with respect to survival from date of original
establishment. Tt i not possible to eliminnie transiers
from the ﬁe distributions and hence a measure of age from
the data of o fum’s establishment, regardless of subsaguent
fransfers, cannet be determined. Table 5 would suggest,
kowever, that the survival experience of retnd firms might
be closs to the all industry nrarage. Or to tezke anot
exemple, it would appeny from the table that the relatively
good survival experience (based on dets including tranafers)
alrandy cited for wholessle trade might be excaeded by
finnnce firms,

Age Characteristice of Operating Firms

The distribution of firms in cperation at any one time
cloarly ends not ¢nly en the survival patterns of newly
noqaired bt also on past Jevels of acquisitions, The

current over-all age distribution has been described abova,

Table G—innual Average Businesrs Turnover Rates 194%=51 by
Industry Division and Group and Industey Divisiow Rank by
Average Median Age Attoined 194530
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but may be briefly reviewad at this point to serve as beck-
ground for the following more detailed discussion of age
characteristics of business firms, Of the 4 miflion firms 1n
operstion nt the end of 1951, haH wore younger than 4 &E@u‘a
s#od 4 months and two-thirds been newly established
ar acluirad sivgs the beginning of 1944, The chart shows the
distribution of these younger firms by year of aequisition
2z well as the total nwmber of firms newly scquired in anch of
the years 1944-51. :

Firms in Operation in 195)
reflect iming and number of business ocquititions
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Tha sffsot of provious levals of nequisitions upon the
distribution of firma in operation iz evidant from the chort.
For example, the relatively lage nuwnber of firms which
wers soquired in 1946 5 now in operntion becouse of the
high hir'l?h rste which charscterized that {:m.r. The almost
equal numbers of all firms oow opersting which were acquired
in each of the yenrs 1946-49 follows in part, however, from
the decline in rumber of acquisitions which o tiuring
this period. This effect of the hmvghGnFqMﬁﬁunq during
1840 is aven move apparent in each of the industry divisions,
except Tetail trade nnd Ghe service industries.

Tha age disivibution of firms in operation na of December
21 for each of the years 1944-51 may ba found for all firms
cortbined in $he left hand section of 1able 1 and for the major
industry divisions in table 8, As already noted, it has been
necessary to combine all firms eoquired prior to 1944 in
these tables. To facilitate mmfurimq between the indusiry
divisions, the sge distribulivns ol firms in operation December
21, 1951, are shown on o cumulative percentage basiz in
table 6 aad in the tharb,
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Indusﬂy d[_,ﬁ’grﬂnﬂeg Tahle §.—Capulotive Fereen of Firmas in Dperation Degopaher

31, 1951, by Age of Firm and Medlan Ages of Firms in Operatlon
For ol induatvies eombined only one-third of the firms in Dectmber 31, 1946-51, by Mafor Industry Divieion
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firms 7% vemrs abhd older a6 the end of 1951 ars found in ‘E = 5 2
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Table T=Medion Ages of Flrme Sold or Liquiidated by Mojor
Imibuslry Divisdon, 1M5-51
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The business populntion incransed rapidiy from 19438 unti
the middle of 1948 and his since changed but Mitle.  Shifts
in its nge composition during the postwar peiod as well as
in the relative positions of the major indusicy divisions with
respect to age are illustrated by the lower scction of table 6
which shows the median ages of firms in operation Dacember
31 of oach yonr 1945-51. )

From Decombor 31, 1945, to the endd of 1947 the median
sge of all operating busineszes dloclined ahth-l}' ns would b
expected in b peritdl of rapid growth in the husiness popu-
lntion, "Thercafier it incrensed steadily. Howewer, only
two of the mojor jndustry divisions—retail trade nnd manu-
facturing—show this movenent, In the transportation,
finanes, and servies industrics, the wmedion agos of foims in
operation nidvasesd steadily from 1945 tn 1951,

Talle B—=Muimbwy of Firtue in Operation Docember 31, 1044-51, by
Yenr of Acyuisitdon and by Major Indoswry Division
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Tokke }—MNumber of Firms in Operation Decomber 31, 19451, by

Yent of Acguinition and by Major Industey Dhvision—Continned
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Comparison with census of business

The 1048 Census of Business claseifics cstablishments en-
gaped in retail trade by year of acquisition, Although the
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proportion of establishments which iailed to report the dnte
of nequisidon 2 rather lovge (12 percent), when those single
unit establishments whieh dicl report are avrayed by apo of
firms, the ogreament wiih the business population doin
presented heve for veinil trade s siriking,

The madian ago of 1948 Consus single unit establislimenis
(2.6 yoors) ngrees with thet founsd for the 1945 retail husiness
populaion. Turthermore the two cumulstive age distribu-
tiohs arg vory zimilar up to the ago of 4% years when tha
business population infermotion Lreals off.

Age composition of firms sold or liquidated

Table 7 presents, by industry divigion, the median ages of
businessez sold or liquidated. Comparison of thess dota
with tha other medisn age tables deatly indicates that the
aversge age of firms sold or liquiclated is roucl; lower than
atiained by new firms or than that of concerns in operation,
This supports the findings, discussed abova, that problems
ﬁ. survivel ore most formidable in carlior yaars of businesa
ifo.

Survival patterns vs. age distributions

distributions of existing businesses or of firms seld or
ligmdsted hove sometimes been used to rapressot survival
patiterns of n pouired businesses. Ut is of interest
thorefore, t0 axpmine the actunl relntionship betwaesn aurvival
patterns and oge distributions of (s} rating businesses
and {b) firms sold or liquidated. It can be shown that only
under static eonditions—that is, birtha equelling derths
over nn extended pericd of time, and the number of opevat-
ing businesses remaining constant with respent to both level
and age distribution—will the 2gs distributions give o true
imﬁe of the suivival pattern of new firms,

e above conditions have not boen approached excopt
posgibly for rather brief intervals of time. As moy be
geen; from the long-term growth of the business populetion,
business births have, on the nverage, exeeeded business
denths. The puvstwar poviod wos neberized by very
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repid growth in the nwmber of aperating businesses until
the muddle of 1948 when the business population loveled
off. However, throughout the poril, young firme wero
foum<l to bo the most vulnerable, Laving death rates con-
siderably in cxcess of older firms.

The tclationship botween he servival patleris of fiems
nequired in 1944 and of firms in operntion Drecomber 31, 1951,
for all industrica comlyned enn be seen in the first chart.
Thego particulne yoars wero chosen o allow showing each of
the distributions up to the maximinn age present data permit,
The use of olhor years woull uot elivet the pictwre
8] eantly.

e cumulative wge distribution of fims in eperation
Docembar 31, 1851, oxceeds bhe survivel pattern of firms
aoguired in 1844 nt 8]l ages and both these distribotions
exceed the cumulative ape distribution of firms sold or ligui-
doted during 1951 (net shown in the chart). Considerable
errov would abvicusly be introdneed by substituling any
one of these distribntions for oue of she other two.

It is of inteveat thel the relationship botweon Eho survivel
pattern and the two age distribetions found for all indusiries
combined i3 duplieatod in only iwe of the major hndust
divisiorns—finnnes and the seevies indusbres, in whalcanle
tracde, the comulative distribution of fi'ms in operation
i not greatly diffevent from the survivol pastern, but both
excecd tho cumulative sge distribution ol firng sold o ligui-
dated. The sameo tendency i8 npparent, prarticuledly ot the
FMLE“ ages, in contract construction pd in trensportniion.
n the remoining mejor induvstry divisions—reiail trade,
manufacturing and mining—although the survival patterns
and the comulative distribution of firma sold or liquideted
nearly coineide, the cumulative aga distribution of fums in
operation far exceeds both.

The similnritics or the differonces betweon the diatribu-
tions within the industrica ean, of eourze, bo explained
through consideration of soch foctors ns past patterns of
aoquisiiona in the Industry together with the servival
axperience of nowly nequired firma, snd the recent rata of
growth or decling in the industey,

{J. S. Direct Investments in Foreign Countries
{Comtitined from Pege 11}

which they are loeated. This item enn not be acenrately
evaluated but. may ba well in oxcess of $800 million,

Other redustigns have baen made to eliminate sertain
companics ne longer considered United States direct invest-
menis, such as foveipn branches and subsidiaries of enter-
priges incorporated bere bub owned by forsignus (5240
million) and foreign corporations whose stoek is widoly held
in the United States but without American-controlling par-
tic}putinn in management ($140 million).

‘inally, certain 1tems such as exploration lostea ong deple-
tion charges, which appeas s capiial autflows in the balance
of payments, are not included ne capital investmenta in the
books of the reporting companics; these itoms smonnted to
approximotely $200 million by the end of 1950. To some
axtont these reduclions in the former eslimates were offsct
by investmenta made sinee the war which wers not previously
recorded, as well a8 various upward adjustments on ihe

foreign books.
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